




































GAPITALIZED VALUE OF NET INCOME FROM A PROPERTY GOSTING $ IOO,OOO

e)
\L
\-{
(rl
\

ASSUMPTIONS:
(I)AVAILABLE MARKET PRIOE OF SITE EQUAL TO IOTO OF COST OF PROPERTY

(2) REMAINING ECONOMIC LIFE OF BUILDING AT INDICATEO PERIODS

(3)NET RETURN ON COST FOR EIRST YEAR OF INVESTMENT A1 7h%
(4)NET INGOME DEOLINING IN AOCORDANCE WITH TABLE II PREMISE, FHA UNDERWRITING MANUAL
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NET RETURNS REQUIRED ON GOST OF PROPERTY DURING FIRST YEAR
OF INVESTMENT IN ORDER FOR VALUE TO EQUAL GOST TO OWNER

ASSUMPTIONS:
(I) AVAILABLE MARKET PRICE OFSITE EQUAL TO IO% OF COST OF PROPERTY
(2) REMAINING ECONOMIC LIFE OF EUILOING AT INOICATED PERIODS
(3) NET IN@ME DECLINING IN ACIORDANCE WITH TABLE II PREMISE,FHA UNDERWRITING MANUAL
(4} NET INGOME CAPITALIZED AT INOICATED RATES

NET RETURN NET RETURN
to% lo%

99

YE

f
EY

o
I F

F

I

C)

*
\
-l
{

I

77

6

5

Pts, OAPITALIZAT!ON RATE



QUALTTY OF LOCATION
THAN COST OF STTE

I'{OBE IMP0nTANT

Iuvestors frequently seek low prlced land ln orrler to reduce
tbe untt cost of projects, Horrcver, land :s ordS-narlly such a snall
p€trcentege of the total cost of residentlal llcome prrcpeztles thet
its coet hss ltttIe effect on the g:noss rentals needed to etpport a
proJect. Contraririse, the better leatlons whicb ane usually hlgher
pr.Jced have a narked effect on the renta-le obtafuable and oa the dura-
tton of those rents. Chart 5 ittwtrates thts princlple.

Cbart 5 anafyzes two properti,es. One property ts LLlnstrated
by A.ffither prqrerty ls ILlwtrated rrnder tro dlJferent assunp-
tions by B and C. The buildtng l-ryrotrements are considered tp be
ldentlcal ln constrrrction and cost $10or0OO in each lrretsnceo Hm-
erer, the locations are dlffereato

fn {r'lustratLon A, tho locatlon ie exeellent and the cost of
the stte l.g $12,OOO'

Illustretions B and C'relate to a redlocre locatLon rrhere the
alte cost fu $6r@0, or one half ae rnrch as at locatlon Ao

In A erd B, montlrJg gross rents ere based lryon e ?6 flret year
net neturn on cost. In Cr rhich ts the sana property as Br an
altemate assurytton ls made tbat the gnoss rental ls on the basis
of e 4 ftrst year aet return because thls probebly ronld be ths
h-lghest rent obtalnable Ln th€ npdiocre locatl.ono

It rlIL be noted that the gDoss rent of $Ir15L requtred to pno-
duce a flrst yeat Tfi net retur:n i.n Ar where the slte nas trlce as
costly, ls only about hE trigtrer tban tbe gross rent of $1r1OB n@os-
sartrr to produce a flrst ye-el Tfr net retr:rn Jn B bav{ng a medioere
locatlon. tr\uther, it yitl be noted thet the gross rent of, $1r0O9
obtaiaeble t.n the narket in case C Lg abort lS less th8n the amount
obtalnable l.u Bo

tlhen these seeningl;r mlaor cbengee ln rcnte-1,s are caplteltzedp
r naJor change in capttellzed value ls found. Irr tb follodrg
lllustratlons lt Ls asgr&ed that the net tacome rrtLl d€c1lne wer
a 5O year econmlc Ilfe of the buildlng ln accorrlance nlth Table fI
prernlse, I'HA Underrr:lt{ ng f,enualo

In case A, because of the ercelJ.eut locatlon, it ls assrrted.
that duration of the lncome ls more aagured and less rigk lE pres-
ent, ttran ir B end C. TbLs case therefore essureo condltiops
rarranting the use of a capitallzation rate of 6.25frt rhlch resr:J.ts
la a eapltellzed value sltghtly ln ercegs of coet.
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NET RETURNS REQUIRED ON GOST OF PROPERTY DURING FIRST YEAR
OF INVESTMENT IN ORDER FOR VALUE TO EQUAL GOST TO OWNER

ASSUMPTIONS,
( I ) AVAILABLE MARKET PRICE OF SITE EQUAL TO IO% OF @ST OF PROPERTY
(2) REMAINING ECONOMIG LIFE OF BUILDING AT INDICATED PERIODS
(3) NET INCOME DECLINING IN ACCORDANCE WITH TABLE II PREMISE, FHA UNDERWRITING MANUAL
(4) NET INGOME OAPITALIZED AT INDICATEO RATES
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ILLUSTRATION
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Case B strqg that cren though thc rents present\r obtalaable
wonld prnoduce a first Szear rcturzr of Ifi on coete a oepitallzatton
retc of at least 1flt rhlg}l lt ts assuned rould be requtred because
of the additlonal r{sk lntrodrced by the greeter lack of essur&nce
of eontlnutty of net lncome tn the nediocre locatlon, resuJ.ts Ln
a capltallzed velue of W less than eost. In thts lnstarce tho
sarLog of $61000 ln cost of the slte bag prcdrrced e loss of nearly
$18rO0O ln valuo as c@ar'Bd rrl.th A.

In case Cp nhere lt ts assum€d that becauge of tbe nedLocre
Ieatloa tbe rents obtafuable ln the narlot rrILL produce a flnt
year mturn on cost of 6$, and a 7l capltallzatlon rate 1s used,
a capttallzed veluc Zlfr Lcss tban replacerent cost Lc produced.
Ia thls case, elthough sav{ng $6,OOO on the cost of tbe sltc, a
Iuss ln value of nearly $3OrOOO conpared rith cese A hae reeulted.

It rfLI be noted that operatJng e4pena6s vetlr ht ellghtly tn
the cxarples shtrn on Chart 5. Ibs lncrease ln gross nents requlred
to srrypozt the htgber land cost ls sllgbte because lncreashg l^rnd
aost lrrreese! experures approrlnately ooly to the ortent of addl-
ttonal t,axes.' Slnce better loatioas produce and sugtaln hlgher,
more steble nentals, the uet lacone ls nost favorably effected by
the addttlonal investtrent tn the land.

The dlffenenco in erpensee between eeseB A end Be results fromr
an lncrease in nanagernent axpense becawe of larger cffectlve gross
lncome and an lrrsreage in ta:ces becauec of the hlgher assegged
value of the slte h case A. The dlfference ln eryenses between
cas6s B 8nd C nesr:It frcm a decreaee fur managenent expense because
of tbe loer effective gross t-ncome in case C.
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rr ESTIMATE POSSTBLE
INSUBED MORTGAGE

HOl{ INVESTORS MAY
AMOUNT OF MAXTMUM

f

The amount of the ma:rlmum mortgago whlch rItL be iasured ln
arlf case ls detemined W tho Federal Housing Adnlnlstration, ard
ls based on lts estlmateg of va1ue, cost, rentals, erperues, arul
other fectorg. Horever, irrvestors cen, l:f they rrlshl apply the
FIIA criterla to tbelr estlmates, as set forth ou their ap,pllcation,
and in that nanner estfuate the nsxr.Eum tnnurablc nortgage loan
obtainable based on thelr mn estlmateso

fhe flrst determLnation to be made ts to fiad rhether or not
tha estLmate of net irpome fnonr the property &rtng the frrst yeer
exceeds ?% on the eost of the prcperty. If it doeee the proJect
Ls not lnsurable by the Federul lloulrlng Adrrlnlstretlon, ard tt rorld
be necessary to r€duce the rentals to an enount rhlch rould pr.odtrce
a ftrst year net return on the ectfura,ted cost of ?fi or lesso

The second polat to be checked Ls the apprrcprlateness of the
capltallzatloa rate selected ln capltellzJ.ag net income, ,1r1s6 sr]I
be not lese than 6tr.

Ilnder the fiatlonal Houstag Act, as anended, $5TOOOTOOO ls the
narLmn permlsstble nortgage loan rhlch can be irrsuled for a pr{vate
corporatJ,on on aqy rentel proJect. Thereforee lf appllcatlon ls
nade for a higher amount, the appllcatlon rrIIL not be ellgtb.Lco
96 thir cane polnt of the anoud applled fore tbe Fecleral Eouslng
AdnlnlatntLon rr![1 not tnsure a nortgage for npre therr the anormt
aplted for, even though lt wonld be ellgtble for e Iarger aroount
under 8IL th€ other linitetlonao The Natlonal llonalrrg Act, ac
amehded, Umits thc naxLmm anonnt of an tnsnreb.Le nortgagc to
$8rtm per farni\y unit, or $7r2OO per faml11, unit, depending upon
the anerage nr:mber of rooms in each fanily unit.

The Act also limits the naxirmrm lnsurable nortgage to a gunr

not in excess of frfi of the first $?rOOO of value per fami\y unlt,
plrrs 6Of of the value ln excess of $7rOOO per fanily unit.

Credlt controls (as of April 1951) Illnit the ma:rlmm lrrcurab1e
nortgage to a sum not in excess of 83fr of the first $?,OOO of value
per family unlt, pJ:vs 53/ of the value in excess of $?,OOO per
famiJy unit.

The lorest flgtrrs found tbroueh the appltcetloa of the or{ter{r
etated rrlrl be the maxiurm lasurab"Le nortgage obtelnablc beced on
the lnvestorts estLnates as set forbh in the appllcatLo" Tbc crt-t"l! steted spply on\y to transectlons l-trolvr.ng ree afupre tltres
and to proJets rhere lacome le solely from dn€rf,ing unlti.

A locel FUA tasurlng offlce Ebould be corurrlted rhene nental
lncorp other ttun tb.t obtalnable fnm reeldenttar use ic lnvolved,
or nhere the nortgage nltl be on e leesehold or rrlLl be subJet to-
apec{e't etaeganentg.
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CCUPLETING AN APPLICATION FOB
INSUBANCE OF A MORTGAGE UNDEB
SECTION 207 OF THE NAT,TONAL
HOUSING ACT, AS AI"lENDED

J
An appllcatLon for mortgage lnsrrrance under Sectton 20? of the

NatloneJ. Housing Act is a formal presentatlon of thc peztlnent
facts relatlve to a pro,poscd transaction on uhich it is desfircd to
obteln an lnsnred mortgage loan.

The appllcatlon presents detalls, whlch ere essentlel to be
presented to mortgagees and in turn to the Federal Houslng
Adninlstration, relatlve to the locatlon of the proposed project;
the nur]ber, t5pe, and size of the units to be built; descriptlon
of the serslces to be furnlshed; and detailed cstLnates of lncore
and ercpenses.

Sponsors have tbe lnfomation and estlmates called for ln tbe
appllcation on hand prlor to cotryletJng an appllcatlon, slnce these
ttens rere used by then in testtng the sor:ndness of thetr prorposal
trr th6 menner descrlbed ln this booklet. ttllth this lofomatlon at
hand, 1t ls a reletlvcly si-rple natter to prepare a fomal appll-
catton.

Various estLmates of incorne, aq)ensres, cost end ao forth ere
ccrered ln detaIl in the appllcatlon, rhich thus provides a useful
and dcsirable check llst which may brlng arry irpodant onisstom
to the aponsorts attentlon. Ag a netter of fact, ner5r sponson
use copies of the appllcatlon form 1n naktng estluates for the
pur?oses of thetr own lnltra'! andyses of the proposal, and thts
nse of the appltcatlon fotm ls recomrended.

The lllustrated FIIA Applleatlon Fom 2013 includes conupnts
on certaln porttons of lt. General\y speaklng, arurrers sought to
queetions on the appllcatlon form are self-evldent. Honever,
questJ-ons thet may artse in completing the form can be dlscussed
uttb Fcdera1 Houslng Administratlon insuring offlcs personnel,
rho ar.e resqf at eIL ttmes to lend whatever esslstence may be
needed or deslred.
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E XP LAN AT O BY N O T ES-RE E AB I LI T A? I ON
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dMabte.,ilild..W u4g l{htl.a tt.

a. ROOY COUNT. tuM&r6n@No^wt

IY.

Torrl

P@l
6 lot

Attic veDt fu-----
Iaudry fmilitie
Yenetian
Other

Neu uo Aooues

which nut "Total set forth uder "Remurces" on

SCEEDULE B
Inlormrdon Concernlng LurFOr Propqtv, Il

SCEEDULE C

EquipDcnt rnd Services Inclqded in Rent

Cumnt
Enh

Servires Included in Rent
Wet€r (hot and cold)--------

TOTAL

5.-.-...---....-.-..-.--

smco-_____-._----
Gmmda maintenan@----- -.-.

Accu.ate lafotlstion
on these questtons LB
essenttaL.

fhese ltems havc Lu-
portent beerlng on
fucone obtal.nable,
coets ald operathg
erq)enaet.

Use of Schedule C
r€c@tord.ed for Dak-
1ng e8tLnat€a lJr
early stage of pro-
J€ct develoF€nt.

Other (epocify)------------,-,

SCIIEDULE D

Estimate of .LnEd Operrting Etpenre

OTEEB EqcrrY
LdD

Ahount N.tuF

t-___-_-__.-.--_ s------.,._--_ .fdz-.et.-......

CA6E

rdlbr opibl)

3--_--___----.-.

hetrt omor
Totrl Eort-
8t86 DOW a

lioD dat6 -----------

Amsd
vrlurtio!Uopaid t x6

edm6s
6eDh

Itrt€Mt duo
aDd unpaid

A.lminiitmtiye expens :

Advctising---.-------.----- $...---
Maaagoment------------ -- - ------------

Opentirg expem:
Elevator power (if any)-- --------------
Elevatormaintsm@---- --------------
Fuel (heating md do-

metic hot woter)
Jmitort aupplie-
LightiDg md nis@Us-
. n6ou8 pows------

Wrter---------------

Gu-------------------
Garbage and aah re-

moval----------------------
Paymll for ----------- em-

(N@h)

ploym--.--------------
Maintemnm oxpeue:

Dmrating-------------- -,---
Repain---------------.--------
Extemiaatirg---- ----------
Immce---------------------

Othor opmting exponm- --
TotaJ.------------------

Roploement rueme---------
Total opemtirg u-

pem--__--_-___-__-_

Total operaCing u-
penBo per room
psr amum--_----_-

Accuset€ pr@aretloa
of detsiled elttrlat.
nay lrodlry eeratLDg
e:Perue latlo u!€d
La tost{ng ploporal.

Grcuds
torialg

(mo-
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v. PROPOSED SET.UP

Number of family units -------------- Number of rooms
Average number of rooms per fmily mit
Averrge monthly rent: Pcr family unit, $---..-----; per room,6_----_----

F^"ic eLehents of
the proposal wed i;r
testlng sour:dness at
hception of ploject
are detalJ.ed on thls
Page.

Cosult l.ocal IIIA
offlco lf gusrtions
arLse 1n co@lotlng
thlE pegp of th6
af'pllcatlo[. Evet7
posElblo aaslstaDce
1111. be given ty
A{A hsuri.Eg offlce.

Use of thls page of
appllcetion 1s oftea
helpfir.l ln rakJag
prelturh8rT estl-
eates du.{ng early
ltago of proJect
developE€Et.

lbo detal}hg of
1t6! lDcludcd 1!
total eltLueted rc-
quJrenenta prowides
e dosirable check
llrt to avold
orrilslon of ltemc.

Type of building
(lFEEeDt, debcled, leDldc@hed or rcr botM, NuE&. ot stortd, lyF ol conltetion, r.E-sD or *!dd,.E.)

RESOUBCES

Land---.--------.---- $..----.-------,---
C&$h (.rcudr6 or 'orrhr oDital) ..--.----
Other equity-----
Totel equity------- $. - --- -,-,- --
Mortgage-loau proceds,,--,------
Tmrl RrSOrrnCpa (erclusht orpsrhr6pt6D...-.----,- E:::-
Cmh working opital-----.---.-,-- $--------------.-

ESTIMATED BEQUIREMENTS

Lenn IxpnovpxnNT: (,r!hrn rgry thd dr)
Now utilitios------- $-----,---------
Imdeope work-------------,----

Salmge' <n

OD

Taxe tou.mautu @ltuh)--
Immne-----------
FEA mtg. iae. promium

(0.5%) -. - -...... -. -. -
EEA umination iee -... (O.lVd
Impetion fee---.-- - - - -. - - - - (0.5%)
Finmcing upem -------- - --%
Title md rooording npem------

Tut rcn caBBYrNo cEABoEa AND tt-

ESTIMATED ANNUAL OPEBATING STATEMENT
INCOME: €eDoh No.6, olDhshry rob)

Dwelling rent GoB&Mor.E)------- $---,----------- p€r alnum.
Garage reut (troE*hduhB)--- per omum.
Store rent (ftoE!cbd&E)--------- per emu.
Ol,her inmme (tuEeHubE)-------- pGr &mum.

Torel ngtrumnD GRo6s INcoME ppn
ANNUU----------,---- ,--__- 8__-_----_-__--

Iros vamcie asumed;
(------7o ot dwollings)-----.--.- $--"-.. - .--..--
(------lp on gamgc)---------. ---
(------7o ot other iaomo)--
Torel vrceNcr DEDUc"roN,---- $-
Gnos rwcoxr ExpEcrANcy-,-,,,--,-,--------- $--

(Etdl'. sd bom)

Toral Oppnarrxo Exprxsn: (*laoun)
Number of moms --------,----- @

8------------- por &rmum---,----- $----.----,-----
RreuEsrrrr Trxps:

Estinatod assed volue:
$--__________.__ @ $.....-._-- _._.

PER t1,000------...-
Socrrl srconrrv AND orEEB

APECIAL TAXEA..--
Torel----,-----

$___--.--------.

Clgg lvatllnlr roB DEBT aERvtcE-------------- $:-
Arruer Frxpo Cxrncrs:

Inter6t (1si yeer)------- ---.--.% $---------------
Amortization @ -- --- - . -. - - - - --%

during 6nt year.-.. ..-.--
Moftgsge insurance----, (0.5/e) - --- --,--"-----
Othsr 6xed cbarge..,......---. --

Toul rxNuel FIXED cEARGEa,,------------- 3:
Crgg lvltunlu FoR rNcoME TAxEgr coRpo-

RATE TAXEB, DTVIDENDS, oR auRplJua,,-------..- S:-.

LIST OF EXHIBITS

E_-_-_.-

Tmu ron arJrJ rxPnovExEvrg, caRBY-
rNo cEABoB, Am nNANCTNO-.------------ s:

Lrou em Onorxurttor Expnxgl:
Ingal exponm.-----
Orgmizat ion oxp€Ds-----------

i;;;;;;;;;;;il;;;;";**,.* 3_.........__...
Torer ugrtu.trlD nDquIRDuENro, Ex-

cLurtvtr or !.AND----------------- t:
Lrro:

!q.ft. @ pd !q. ft-.-- L-

Toul lgrucltro BDeETBETENTo-.-- $:

'Eslinnt d4raiatd, rcprdudim wh ot
.alwbL exidiq it nhabilita-
+in h ianlaed,----- t.----.-------.

Torel s,tr,veor--- $:
EEthft4rrd ad ol fumolinim whbh it mt
lo h imlrfitd, in Ettinakd, Bcqvircmmle
obow------.---------" $-------.-------

rl'

i
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vI. SCEEDULE E
Estimate of Rentels

I,R-DS

LR-DS Comb.
LR-K-BR-_____- ,---
I,R-K-DA-BR-.-

LR-K-2BR_____.-._,-.
LR-K-DA-2BR____-_-_-.-.
[;R-K-DR-2BR.. _--,-_. ---

?orrl rguurno RENTAL8 rcR aLL FAxILy uMTa----------------

Number ol
@ch frDily

uDit typs

Por@Dt
of totsl

uDlta

Totd rnDu.l
reat lor e&h

uoit typo

t-.---*---_.--____--_
Garcgo etalls-,----- t,--.__--_.--_-_-___..._--.l:...:Storm------

Torel tgrturrro rNcoxp

Total nubor oI fmily uits --------.----------- @
Total nuber of dwelliag rcoru ----------------- @

evorago rental of $------------ per uit per nonth.
average rontal of $------- ----.-- per room per month.

Nfr.-trEBdbhdl@h@@,6cchalbthEN,t@,oE6,adeymotkthtomdr&F.ddt0EutdtEbdiillltdrd b@ud&Fld,16@GpLd'rhlmrcotedda.b*l0Fm!flmi&odlddbrc&ctrudaumE. Etr!@houu&FdhE!b.ubffita{&Hrr,
E, dd abDh dd, tud d h&r .qdDEst, urd Ed di klq !k- .ilI Ed b hdud h DroJ..! md 6tht6.

ALLOWABLE ROOM COUNT

.NGr.-Thb oEE s , r6d ONLY rh oth lctm h tU a o Ftrb ADDITION b t!.6 fuE
 bbreyletioa ucd in thir totu: iR-Uvin8 Rem; LU:Uving UEit; DR-DIDI!g Roo; D8:Dlolrg Spe; DA:Diutag Alove;

N: XltoheD; BR: BedM6; Comb. : Coabluod.

Nonrevenue-ProducinE Drellhg Sp.ce

TYID ol oEploy$ Lcrtioa of uDlt iE prcJGct

oEe llEltetlo! oa
anoutt of narlsun
ID.susBbIs Eortg.€a
rolates to a"cr!€o
ror.uber of rooog
por faDlly urlt.
lh18 llfo:'[atloa ls
thereforc lEportajrt.

RooEs
r€r

lsElly
uDit

&E.

CommsitioD cf uDib.E6cho LU ody..wheKhkthm@3o.It. dadudh(Sedodlo bE Coui Noe)

Estimtad uDit
EDt per EoDth

Totsl monthly
ED1 tor each

unit tyF

$----.....--_,_--.----_.-,2

2k
r3

r*3
,.3y

4
4y
5
6

$-_____----.--_-_-.___-_

8..--.-__--_-_.__.-._-_-

s----.------_--._

Compositlou of uDltNuhber of mtr

@veEd by this

ruol lmpoao
upoD @Dtrln

lnsurm@ @rtify
there childEa tho f.muy,

they @ truty dEcilptive
d@ not vlohto eristitrg

prcpoH to furEilh uuan@ ot @mpletloD of the prcjoct @utruotioE lD tho toE of ---------..

Nm.-(r) dnd (r, bclou, to

agiuwn lq ilt piFchat iraL.t ------------------- ---- i in cfcd) @lwcb! lil,. @ (n oiil b.) q4uird lron
---'ii ;;;.-:ii; !;tt;;;;' 1;;;;;ii' i; i; ;';;Pttuly;i'y;sw'

fh. lnalasin d @lifia: (1)

(r't ?hal ,h. .nlir. @iat rdl;ot @
applicalion.
aad Mrtbra@, il

Drta

!. r. snr.rr arrm qq lHl*! Oo bebalf ol ----- ,--.--.-...,-

I
22
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FHA RENTAL HOUSING,
PUBTICATIONS

Tbe follol-ng publlcattons lssued bJr trUA, avaL}eblc
to bullderc, invectors end mortgagees rryon ruquect,,
have becn prcpared to acsLst in thc developnent of
nental hotulng propertles of hlgh loan-value'ratlo:

FHA FOM{ NO. TIIT,E

2l$7 Space and Equlpncnt for Rantal Houg{n8

Plarmt.ng Rental Houtng hoJecta

Nelghborboods BUILt for Rsnte,l Houl

2W

2538

63 tzzu

. . - . 
f,;i""r. i#"ii;.j*,a, s oun d -

.j"":"l';ilJ '

?28.1 :333'

Irtv Ic B I

l+?9

i. i
':,7
.trcfit

f1l'*o<-t- '

f, E FA- FE .

r
i

-l
l:.i
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